CHAPTER

11 sl

Role of the Government

In most modern soci eties, the government isresponsiblefor anumber of cruciel
functions. These aso include the more traditional functions like defending the
country and maintaining internal law and order.

In addition, the government has to take the responsibility of setting up and
running schools, colleges, libraries, health centers, hospitals, post offices'and a
variety of other publicingtitutions. The public transport system and thelinfrastructure
of roadsand railwaysare constructed and maintained by the government: 1n providing
water, sanitation, electricity facilities, the government-hasto play an activerole.
Facilities like healthcare and sanitation, el ectricity,joublictransport, schools and
colleges are known as public facilities.

The important characteristic of apublic facility isthat onceit isprovided, its
benefits can be shared by many people. Youhaveread about thisin ClassVIII. For
instance, agovernment school in avillage will enable many children to get education.
Similarly, the supply of electricity to@an areacan be useful for many people: farmers
can run pump sets to irrigate their fields; factories, offices, shops and markets
require areliable source of powerto run, students will find it easier to study and
most of the people, whether inavillage or atown, will benefitin someway or the
other. These public fagilities have to be available to all and at an affordable rate.
Governments havethe responsibility for this. It may take up thework onitsown or
get it organised.

Besidesthe provision of public facilities, the government hastheresponsibility
towards protectionof livelihoods. You have read about the Right to Work and the
Mahatma Gandhi National Rura Employment GuaranteeAct (MGNREGA ) inrural
areas. The Act mandatesthat it isthe responsibility of the government to provide
manuawork on demand and the wagesto theworkers and the capital needed areto
be paid by the government. Thedistribution of food grainsat fair pricesinthe PDS
shops is organised and the subsidy borne by the government. As we have seen,
these are critical for the food security of the poor.

In the past, the Indian government has also played a major role in setting up
heavy industries such as heavy engineering, power generation, production of stedl,
extraction and refining of petroleum etc. without which industrialisation would
have been very difficult. You read more about these basicindustriesin Chapter 7 in
this book.



e Inyour city/ town/ village, what
are the roles that you have seen
the government playing? Discuss.

e Collect and list out some details
of government expenditure after
reading the newspapers of your
region.

e Can you guess from where does
the government get money for
public facilities and other
activities?

Money paid by government to
reduce the cost of certain important
goods such as fertilizers, foodgrains,
diesel and other important goods so
that their prices can be kept low and
affordable to all.

In rural areas, investments on irrigation
projectsand agricultural extension worksby the
government are crucial for farming. The
government also helps farmers by selling
fertilisersat alower pricethan what would have
been otherwise fixed by the factories. The
government compensates factories to some
extent so that the final price of fertilizers is
affordablefor thefarmers. Thismoney, paidiby
the government to the factories, is the subsidy
for fertilisers. If this was not there,“the price
charged by thefactorieswouldhavebeen much
higher. Similarly, thesgovernment provides
subsidies for many products by compensating
the producer, so that the price iskept affordable,
especially for thesewho need it the most. Inthis
way, it subsidizes the price of kerosene, food
grain from fair price shops, LPG gas cylinders
etc. These days, thereisalot of debate on how
effective these subsidies have been. Are they
benefitting people? Are there better ways of
organisingthem?You'll read about some of these
issuesin this chapter.

To fulfill the various
roles, the government must
have adequate money. The
money required for the
. different functions of the
government is collected
fromthe peopleintheform
of taxes. Thereareavariety
of taxes that the
government collects about

Fig. 11.1: Some government activities

whichweshall study inthe
next sections. The taxes

collected constitute the revenues of the government. Revenues are necessary to
finance the expenditures of the government. The Annual Budget presented before
the Parliament by the Finance Minister gives the expected expenditure by the
government onitsvarious programmesfor the coming year. It also states how these
expenditures are going to be met through various revenue collections. Similarly, in
each state assembly, the state government presents the budget for that state.
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Expenditures by the Gover nment

Let uslook at the actual expenditure of the I ndian government to get a sense of
how and how much money the government spendson us. In2011-12, thegovernment
spent around Rs.23,00,000 crores (23 lakh crores). Thisseemsto bealot of money
andindeeditis. Nearly one-fourth of thetotal spending inthe Indian economy isby
the government. Rest of the three-fourth of the spending is by the private sector —
households that spend on food, education, travel, cloth, housing, health;
entertainment etc; and businesses
whether it is a manufacturing or a
service that have to spend on raw
materials, machines, other products,
wages and sal ariesto employees, sales
and marketing and other expenses for
running the business.

The pie-chart gives the proportion
in which this money was spent across Vo Gocelopment
various expenditure heads by the
government in India in the year
2011-12, from 1st April 2011-31st
March 2012. Here, the Government
refersto both Central government and
al the State governments. In the year
2011-12, 12% of the totahexpenditure
wason education, art and culture. Thisincludes both salaries of employees, running
costs of schools and.colleges, etc. aswell as new investments like construction of
new school buildings, purchase of new computers, booksetc.

Expenditure of the Government
(Center and States), in2011-12

(eg NREGA) 4%

%12 S1U0

Similarly, 4% of the total spending was on health and sanitation; 4% was on
rural.devel opment, and so on.

When you look at the pie-chart, you will notice that besides spending on
development activities, there are certain other expenditures like administration,
pension, interest and defence. These do not contribute to development directly, but
they are necessary. To run its various departments, programmes and the organs of
the state (legislature, executive and judiciary), there are expenditures on
administration. The government also pays pensions to workers who have retired
from the government. Then, there are expenditures on interest payments. Since
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every year, the Indian government has to borrow some money to meet its
expenditure, it hasto pay interest onits past borrowings.

The amount that the government spends on heal th versus defence depends on
the policy priorities of the government and peopl€e’svoice. Every year, around the
time of the budget and once the budget is presented, you would have seenthereisa
lot of mediaattention on theseissues. Though the decisions on budgetary spending
iIsmostly taken by the government, consultations happen between the government
and industry groups, farmer groups, civil society activists etc. Groups representing
certain sections of the people voice their views, demands andat-times, their
disagreements before the government. It isthrough pressuresof.thiskind that the
people have demanded greater spending on social sectors such aseducation, health,
food subsidy etc.

The check on the government on matters of budget isensured through legidative
control. The Parliament hasto debate the variousissuesof the budget that has been
placed before it and approve the expenditure proposals of the government. The
Parliament hasto allow the government to withdraw money for its expenditures.
Similarly, notax can belevied except by theauthority of thelaw passed by Parliament.
Thus, as per the Constitutional reguirement,the el ected representatives of the people
have an important say in the budgetary decision-making.

Using the information in the above section, calculate the expenditure of the

government on food subsidy? Discuss the areas where this money was spent and
the purposefor this.

With the help of your teacher, try to relate to some of the expendituresin the pie-
chart to the roles played by the government as discussed in Section 1.

In the year 1947-48, the budget for independent India was only Rs.197 crores.
What could be the reasonsfor such an increase in the budget since then?

Why doyouthink hasthe Parliament been given power over the government’ sbudget?

There have been continuous attempts by the government to reducefertiliser subsidy.
This means that the government would no longer control the price of fertiliser.
Farmers would have to buy fertilisers at higher market prices. At present, the
government hasto pay (compensate) the fertiliser producing companies for the
losses they make. Once fertiliser subsidy isremoved, it is said this would make
spacefor other important expendituresin the government budget. Somea so argue
that subsidised fertiliser does not benefit the small farmer but only encourages
thelargefarmersto overuseit.

Imagine you are afarmer using fertilisersin farming, and you genuinely believe
that thefarmers need subsidized fertiliser. How would you argue your case? Write
aletter to the Finance Minister.
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Taxes

Taxesarethe main source of revenuefor thegovernment. Thereareavariety of
taxes collected by the government. You might have heard about some of them like
Goods and Service Tax (GST), income tax, property tax, customs duty etc. The
taxes can broadly be classified into two categories: direct taxesand indirect taxes.

Direct Taxes

We pay taxes on goods and services that we buy/consume. We have seen how
the producer or the trader adds the taxesto the final prices which consumers have
to pay. Asthe goods passthrough anumber of stages of production and seleyat.each
step thetaxes are paid to the government. However, thetotal tax istinally passed to
the consumer. Thus, taxes on goods and services are also ¢alled indirect taxes.
Consumerspay it but indirectly.

Inaddition, therearetaxeswhich aredirectly chargedtoindividuasdirectly on
their income or directly on the profits earned by.companies and business. These
taxes have to be paid directly by the individuals orbusinesses to the government
and hence arecalled Direct Taxes.

Therearetwo important direct taxes=JIncome Tax and Corporate Tax.

Companies that run factories or businesses have to pay taxes. Companies or
businesses receive meney from the sale of their products or services. After
subtracting all expenses (onraw materias, salaries etc.) from their earnings, the
portion that remains’is known as the profit of that company or factory. On this
profit, corporate'tax hasto be paid according to therules.

Incometax ischarged on personal incomeof individuas. Therecanbeavariety
of‘sourees of individual incomeslike wages, salaries and pensions. Anindividual
can also’earn interest income on money that is kept in banks. A person might also
get rent on properties that he owns like house rent. All these are considered as
incomes on which taxes haveto be paid. Incometax ischarged only for those who
earn above acertain amount. Thisischarged asapercentage of theincome earned.
Thosewho earn ahigher income haveto pay agreater proportion of their incomeas
tax.
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What is the fair way of collecting tax from income?

1. You might think it would be fair for everyone to pay the same amount of tax. Consider
the following three people:

Person Work Earning per month | Tax as fixed amount
(in Rupees) per month (in Rupees)

Jyoti Daily wage labourer 1,500 50

Asif School teacher 8,000 50

Nithesh | Business person 30,000 50

Would it really be fair if each of the three people has to pay the same amount? If
Jyoti cannot even afford to feed her children properly, is it fair for her to pay 50
rupees as tax?

2. You might think it would be more fair to ask each person to pay a certain percentage
of what they earn as tax. Supposing everyone paid 10% in taxes, calculate how
much each person would pay.

Person | Earning per month | Tax as fixed amount
(in Rupees) per month (in Rupees)

Jyoti 1,500

Asif 8,000

Nithesh 30,000

Would this be fair? Still Jyoti may not have enough to live. Asif may not have enough
for repairing of his house. But Nithesh would have plenty of money for all the basic
necessities even if he had to pay 20% of his income as taxes.

3. To make taxes more fair, only the people earning more than a certain amount say
Rs. 7000 per month have to pay taxes. You might also say that the richest people
should pay greater proportion of their earnings as taxes. For example

If you earn (in Rupees) | You will pay as tax
Less than 7,000 0%
7001 to 15,000 10%
15,001 to 25,000 20%
More than 25,000 30%

Calculate how much each person will pay.

Person | Earning per month | Tax as fixed amount
(in Rupees) per month (in Rupees)
Jyoti 1,000
Asif 6,000
Nithesh 20,000 Would this be fair?
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Indirect Taxes

Indirect taxes are charged on goods and services. You would have seen that
alongsidethe printed Maximum Retail Price (MRP) of goodsitiswritten“inclusive
of al taxes’. It means that the price includes taxes. Similarly, for most services
like telephone and mobile phone services, the price that consumers pay includes

taxes.

Let uslook at the example of sale of atelevision to see how thetaxesadd up
totheprice. All figuresarein Rupees.

Suppose the cost of manufacturing atelevision set isRs.10,000- Thisincludes
profit of the manufacturer. At thetime of sale, the company paysatax of Rs. 1,800
whichisadded to the price of thetelevision set. Thefina pricepaid by the consumer
includes the costs, profits and the taxes paid. We will.find,out more about the
method of taxation and principleguiding it in the next section.

Cost of manufacturing including profit of the manufacturer| Rs.10,000

Tax 1,800

Price for the consumer 11,800

The proportionearned asprofits and the taxes paid would vary from one good
to another. Theimpartant thing to remember isthat most goods and servicescarry
an element of\tax aspart of its price.

Whileall taxes on goods and servicesadd to the price, taxing certain goodsand
servicesiraises the overal prices more. For example, to manufacture bicycles,
steel‘pipes are needed. In order to make steel, the steel factory needsiron and coal.
If tax onironisincreased, it will have an effect on cyclesaswell. The pricesof all
goods made of ironwill go up. And sinceironisused to make steel, the pricesof all
things made of steel will also go up. In this way, atax increase on iron has far

reaching effects.
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1. Intheexampleof theTV,what proportion of the cost of the TV did the consumer
pay astax?

2. If two manufacturers make a similar product but one of them does not pay
taxes, how isthissystem unfair?

3. If thetax on intermediate goodsincreases, how isthe price of final products
affected? Explain using anew example from your region.

Goods and Services Tax(GST),as Value Added Method

The GST was launchediin Indiain 2017, though the preparations have taken
across several years. Till recently, we had avariety of indirect taxes. Excise duty
was charged onthe production of goods. Salestax was charged on the sale of goods.
Service tax.was charged on the sale of services such asmobile service, restaurant
service, ete. Withithe launch of GST, most of theindirect taxes have been replaced
by one systemef Goodsand Service Tax. It encompassestaxation of both production
and saleof ‘goods and services.

Modern production and sale processisacomplex one and may involve many
stages. Even the simplest product would comprise of atleast a few stages in
production and then sale. At each stage, thereis some added val ue.L et us understand
it using thefollowing example.

A biscuit manufacturer buys his raw materials from an unbranded source. He
buys materials such aswheat flour, sugar etc on which no tax is charged. Suppose
he makes Rs.450 worth of biscuits, al his costs are included in this figure — raw
materials, labour charges, salaries, office and factory rent etc. If he adds his profit
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margin of Rs. 50, thetotal value of the output isRs. 500. Thisishissale price. He sellsthe
biscuitsto atrader. At the time of sale, the biscuit manufacturer hasto charge GST at the
prescribed tax rate.

If the GST rate is 5%, the biscuit manufacturer would haveto pay Rs.25 astax (5% of
Rs.500) that he would charge to the trader, who buys the biscuits. Thistax is collected by
the biscuit manufacturer from the wholesale trader and paid or deposited with the
government. Thebill to thetrader reads as:

Value of biscuits Rs.500
GST Rs.25
Total Rs.525

For thewhol esaletrader the value of goods purchasedis RS500. Thetrader stocksthe
goods, maintains a shop and hires staff to do the work. Shesells these biscuitsto aretail
store at Rs600. Thisvalue of goods sold includesall her'costs and profit margin. Rs. 600
may be considered the value of her output. At 5% GST rate she hasto charge Rs.30 as GST
when she sells. Therefore her bill for the retailer.would read as:

Value of biscuits Rs.600
GST Rs.30
Total pricefor retailer Rs.630

How much wouldthe whol esale trader pay astax to the government? Recall that she has
paid aGST of Rs25 already. \When she bought the biscuitsfrom the biscuit manufacturer,
the price shepaidincluded Rs.25 astax. What was paid previoudy (Rs.25) isthusdeducted
from Rs.30:t0 cal culate the tax that the trader paysto the government. She has collected 30
fromtheretailer but getsacredit of Rs.25 for thetax she hasalready paid on her input (also
calledinputtax credit). Hence she paysonly Rs.5 to the government.

Thereisanother way of looking at this. For the wholesale trader, the value of goods
sold is600 and thetotal value of input purchased isRs. 500. Valueadded isRs 100. Value
added is simply the difference between value of goods and services sold (output) and the
value of inputs purchased. Tax rate of 5% on Rs.100 isRs.5. Thisisthe same amount as
paid by thetrader to the government! Tax ispaid by thetrader on value added (Rs. 100), and
not on thetotal value (Rs.600). Theinputsused in production that have already been taxed
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once are not taxed again. Asajproof that the inputs have been taxed, the trader must show
thebill of the biscuit manufacturer.

Theretailer has bought the biscuits for Rs.600 and has also paid atax of Rs.30. She
now sells her biscuitsfor Rs.700 to cover al her costs and include her profit. The bill for
thefinal consumer would be:

Value of biscuits Rs.700
GST Rs.35
Price for consumer Rs.735

However the tax paid by the retailer would be the difference between tax collected
(Rs.35) and tax already paid oninputs (30). Tax paid by theretailer isRs.5.

1. Tax paid by the Manufacturer to the Government .....
Tax paid by the Trader to the Government .....
Tax paid by the Retailer to the Government .....
Total tax paid to the Government .....
Tax paid by thefinal consumer .....
2. Vaueadded by Manufacturer ......
Valueadded by Trader .....
Valueadded by Retailer .....

Total Value of goodssold. .....
3. Inthebillsgiven bel ow identify the value of good/ service sold and the GST charged
onthis.
P hI% THRH MOHINI 'S
PR VDT Multi Cusine Restaurant
WAME: U3 BREETAL 1A/ i ——— T = #3-6-342 ,Basheer Bagh
ADORESS WEP s D HAEar iy Ph:23224431, 40041101
i oglitgsy 2R mmmmmmmme=e TAX INWOICE ~-—m-e=m<meae
COMNTACT M- S0
i Date : 01/02/13  Bill No. : 198068
Hia WTEM C608 Deacrglien WERCODE  MRP  GIY _ AmGuwT [ T T.No.: 21-B W. No. ok
ey wmcssawve: o Wiz 0 T oid e e e e e e e -
s CFTWTHRURCH 34 4 “ 4 ! Particulars Oty Rate aAmount
CD 250ML BOTTLE 2 19.04 J8.08
TR AR a T : — = - CHI TIKKA MASALACHALF)1 209.52 209.52
Y — BUTTER NAN 2 28.57 57,14
L, FE - x * CHI BIRYAMNI 1 219.14 219,14
SGET & 200 % OW Tl .. 8 o PEIEITEREETSRAAILS T T e L
ABOUNT PAYABLE L23]
AABGUNT BUWOEE: DIGHT HUNDRED 3 FETYONEONLY CGeT &2 ;.4,‘ .
Tﬁ?’:‘i‘ﬁ‘_ : / SG5T @2.9% ¢
“FONTS EARNED DN EWCIHLLE i T D ok o b L T
LOTALTY NG, TN TR O FO“I'I"."J" Zﬂ: 4.."5.."'2 Tuta
. CUSTOMER SKSNATURE a.uwmlﬁ{lg\;n:uﬂuﬂ'\' éé;;ﬁ_:_ééiég;ﬁé o i T iy
— e B SAC CODE - 996331
— 'r;u:{:k_:lﬁ_Frmh'-'"'“ﬂT\.'-'"“J-‘l".‘-":mJ‘""':’“ 00070, TOLL FREE - 1001380173 it HEETALERY
—— B e i
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Impact of GST
Threethingsare noteworthy here.

e Bills(invoices) have acrucia rolein GST. It provides proof that the buyer
has paid the GST on her inputs. For the trader in our example, unless she
furnishesproof of her purchase, shewill haveto pay to the government Rs.30
astax instead of Rs.5.Thusshewill remember to ask the biscuit manufacturer
for the bill.Similarly, the retail store ownerwill remember to demand a bill
from the trader to show the taxes paid aready. Under the GST, every
intermediary has an incentiveto maintain aproper bill of thetransaction and
pay tax. Thusitismorelikely that peoplewill pay the required tax and there
will belessevasion of taxes.

e Though tax is charged by the manufacturer or trader, ultirmately it is the
consumer who paysthetax. The consumer isoften unaware of thetax hidden
in the price since it is collected indirectly from the consumer. The
manufacturer and traders collect the tax*and forward the tax proceedsto the
government, whilethefinal consumer bearsthefinal burden of tax. Isn

Another important feature is‘one tax. for the whole country. Under GST, the
goods and services carry the same tax rate across the country. Whether it is sold
next to the factory where'it is produced or thousands of kilometers away the tax
rate charged would be the'same. Earlier the tax rates would differ across states.
Medicines or matorcycles were cheaper in one state than another. As aresult,
there was unwanted competition between states, with industry and trade migrating
from onestateto another. People smuggled goodsfrom one state to another, without
paying the required tax. Further, for the movement of goods across states, there
was entry tax which would be collected at the border. You may have noticed thelong
line ef trucksthat at state bordersor at the entry point of cities. Under GST, these
problemswill beavoided. Thiswill savealot of time, and energy.

GST, however, still has some way to go. For instance, petrol and diesel, two
important intermediate products, have not beenincluded in GST and these products
continue to be taxed as before.
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»

Sales Tax Rate (in percentage) on Petrol and
Diesal ason 1% Nov.2017 (rounded off)
Sate Petrol Diesel
AndhraPradesh | 39 31
Telangana 35 27
Chattisgarh 29 27
Odisha 26 26
Maharashtra 43 23

Discussin class:

What do you think would be the effect of levying multiple indirect taxes on

petrol and diesel rather than asingle GST?

How do you think people respond to thedifference in sales tax rate on petrol
and diesdl between Telanganaand Andhra Pradesh?

You may wonder why thereisno GST on petrol and diesel yet. For the states,
salestax on petrol and diesel constitute major revenues such that the states do not
want to lose their power to tax these products at rates they deem suitable. After

al, every government wantsto keep the maximum share of revenuesfor oneself
and usethem inwaysthat they want. Unlike GST, revenuesfrom salestax can be
retained wholly by the states and do not have to be shared with the centra
government. Thisisoneof the many problemsthat GST hasto overcomein future.

e Kabir goesto Jaya Electricals. He finds
that therearethreetax rateson electrical
products. Products like mixer, juicer,
iron and other consumer durables are
charged at a GST rate of 28%. Water
purifier machinearecharged at 18%. LED
bulbsare charged aGST rateof 12%. Can
you guesswhy?

e Look at the hills given earlier. Find out
what ismeant by CGST and SGST.

e |sCustomduty isstill charged? Find out

e Callect different bills and make
apogter of billsto show how GST is
levied on goodsand servicesthat are
sold. Are there some goods that are
exempted from GST?
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e GST ischarged at different rates 5,12,18 and 28 percent. Visit the market and
find out two examplesfor each rate. Draw up atable.

e Speak toafew producer of goodsand sometraders. Do you think that the market
environment could be changed so that there is more compliance and less tax
avoidance? Explain your view intwo paragraphs.

Fairness in Taxation

What kind of taxation we follow depends on the values that the society.as a
whole holds. Most societiesfeel that it isnot fair that afew people have lakhsof
rupees, whileothersdon’t have enough to eat. The government should collectmore
taxes from the rich and the poor should not be taxed or taxed minimally..If the
society as awhole aspires, the taxes so collected can be spent toraise the income
of the poor by providing better opportunities and living conditions.<Notice that as
the incomes of the poor improve, more taxes can be collected!

Asintheexampleof Jyoti, Asif and Nithesh, in most countriesacrosstheworld,
the government taxesthose with ahigher income at ahigher rate. According to the
rulesof incometax, those with higher incomeshaveto pay greater part inthe taxes.
Those who arelesswealthy pay not only lower taxes, out a smaller proportion of
their income astaxes. Hence, direct taxes are preferred but inIndia, asyoureadin
the previous section, the major sourceof tax iIsindirect i.e on goods and services.
Whether rich or poor, everyone has to pay the same amount of tax when buying
something. The poor “feel the pinch” asthey say.

Whilelevying taxes on goods and services, it becomesdifficult to distinguish
between the poor and the'rich. Thereis, however, away by which the distinction
between some goods can be made. For example, grains, pulses, vegetables, cloth,
kerosene, cookingil, cooking gas etc. are goodsthat are essential. Rich or poor,
everyone buysthembut the poor spend almost all of their income on these goods.
Then there are geods and serviceswhich only therich can purchase: cars, laptops,
air-conditiener, dining in restaurantsetc. Itisdifficult for the poor to afford these
luxuries. Hence, one way to distinguish between the rich and the poor isnot to tax
the'essential-things but to tax luxury items. (Remember what may be considered as
[uxury today might become necessitiesin thefuture asliving conditionsimprove.)

Theproblemisthat since not many people can afford to buy theseluxury items,
taxing only such things cannot bring much incometo the government.

Thereisanother consideration that the government hasto keep in mindintaxing
goods and services. There areanumber of goods and servicesthat are not directly
used by people, such asdiesdl, steel, aluminium, machines, trucks, truck tyresetc.
Such things are used in making or transporting other things. You can imaginethe
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large number of places- industries, factories and businesseswhere these might be
used. People do not buy them directly for consumption.

We saw that when tax isincreased on thingssuch asstedl, diesdl etc, thisincrease

gets added to the cost of goods which are made out of them or transported with
their help. With this, even the poor

e \We read about some of the major taxes who buy grain or cloth have to pay

collected by thegovernment. Fill theblanks - Some part of thetax on diesel or steel.
in the table from the information given V/hensuchthingsaretaxed, theprice

below. Income Tax: 12%; Corporation Tax: of many other things goesup. Thus, we

often hear peopl e saying:

24%; Customs Duty: 10%, GST: 54%. _ _ _

“The increase.in the price of
Taxes Collected by the Government petrol and diesel ‘has Ted to an all
round increase‘in prices. Fruits,
vegetables, pulses and other food
items;. for 'example, have become
more expensive.”

Taxes Percentage of Total Tax
Direct Taxes 36%

Indirect Taxes For this reason, the question that
troubleseveryone each year is: which
taxes should beincreased more? Taxes
can be collected more easily on goods,
but except for luxury items, taxing
essential goods affects the poor
greatly. Taxes charged and collected
Total Taxes 100% have astrong impact on people'slives.
1. Whichkind of taxesgeneratemorerevenues  Thetax onincomefalls more heavily

for the government? on the rich and therefore can be
considered more fair. But the taxes
from income might not be enough to
cover the large government
expenditure. Any budget hasto takeall
these considerations into account.

2. Kranti has an income of Rs.1,75,000 per
year and has to pay an income tax of
Rs.3000. Kamlesh's annual income is
Rs.3,00,000 and he has to pay an income

tax.of Rs.5,500. That iswhy the time of the budget is
*Who pays moreincometax? of great importance for everyone,
» Who hasto pay alarger part of theincome

astax? Collection and Evasion of Taxes
 Insuch asituation, the person with higher The government getsincomefrom

incomeispaying a____ (smaller/ jifferent kindsof taxes. It hasto decide

greater/ equal) part of theincomeastax.  how much money to collect through
each kind of tax. For this, it has to
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consider: how many people would have to pay; whether thistax can be collected
easily; how would it affect the rich and the poor. A mother related question is
whether people pay their taxesor evadeit.

You know that a large number people in our country depend on agriculture.
Most of them are small and medium farmers. There are also some large farmers
with high incomes. However, all agricultural income is exempted from tax.
Similarly, alarge section of peoplein the country earn very low income whether
from trade or running small shopsor providing labour. Theincome of these people
would be below the limit for income tax. Thus, the percentage of total'number of
peoplewho could be paying incometax issmall.

Eventhissmall percentage of peoplefrom alarge populationimpliesthat tax has
to be collected from a sizable number of people. For example, in the incomes of
around 280 lakhs of individual were assessed for incometax. They would belivingin
different places in the country. Collecting income tax is not-easy. There are many
hurdles. Many people do not disclose their entire incomeor show it to be lessthan
what it actualy is. Thisincome, whichiskept hidden, isknown asblack money.

Many factory owners, rich moneylenders, traders, those doing private business
can easily show alow income. It is easy ta.calculate the income of those who are
paid monthly salaries. Tax on their incomeisdirectly deducted at the source from
wherethey get their salaries. But many salaried persons al so have other sources of
income which they keep hidden. Such people, whether they areworkers, officers,
ministers or clerks, often doynot disclose their income correctly. Because thereis
no tax on income from agriculture many wrongly show their income as income
fromland and therefore, evadetax.

Thus, there are many ‘tax evaders’ and the black money, that isthe money on
which tax should.have been paid but wasn't, goes on accumulating. To get hold of
thisheard of black money, theincome tax department raids many people's houses
and offiCes.dt has al so tried to make the procedures more convenient for peopleto
pay their owntax. Despitethese efforts, alarge number of peopledo not pay income
tax orpay lessthan they should.

On the other hand, taxes on goods can be collected more easily sincethereare
fewer places from where it has to be collected. GST is collected from factories,
traders and others, customs duty from international airports and seaports. As
compared with incometax to be paid by individuals, the government findsit easier
to keep atrack of these factory records or shops.

Even here, there arethose who try to escape taxes by showing lower production
than has actually taken place. Tax isevaded on awide scale. Sometraders, by not
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issuing proper billsor recording it in their official registers, show much lower salesthan
what actually occurred. GST, aswe saw in thischapter, isintended to reduce the evasion of
taxes on goods and services.

1. Annual budget 2. Black money 3. VaueAdded Method
4. Corporate tax 5. Direct tax 6. Indirect tax
7. Income tax 8. Goodsand Services Tax

| mproveyour learning

1. Why doesthe government need abudget?
Why doesthe budget talk of taxes?

M 3M5H 2
2. What isthe difference between incometax and exciseduty?

3. You are expected to pay taxes on steel, matches, clocks, cloth, iron; atax increase
on which of thesewould affect the prices of,other commoditiesthe most and why?

4. Ordinary food items, such asgrain, pulses,eil are used by all. Then why isit said
that imposing tax on them will have agreater effect on the poor?

5. Tax onincome or tax on commodities; which of the two affects the rich more and
which affectsthe poor more? Explain with reasons.

How would VAT reducethe evasion of taxes on goods?
What isthe difference between Excise duty and Customs duty?

Whaarethe possiblereasonsfor likeinthebusfares?

© o N o

Readthe paragraph under the heading ‘ Direct Taxes (Income Tax ischarged only
for ...) and answer thefollowing:

Why do highincome earners pay moretax?
10. What isthe effect of black money on our economy?

Bring afew wrappers of soaps, toothpastes, tablet stripsor any other thingsof daily
use which contain MRP. Discuss the rate mentioned and the rate at which they are
sold. Talk about the profit that the retailer gets.
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